
#1 Demonstrate how PCC with varying price Py, (Px and Income are fixed) can give us the price 
elasticity of Y to be equal to, less than, or greater than 1 in absolute value
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1. Calculate the price elasticity of y :

thy = i. BY = I

i. spy
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=

PY
= I
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-40/2 = - I
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i. my = - 213 = - I
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.

a) let X = dining - hall meals
let y

= Cup O
'

soup

Budget line : Pe X t Pyu, = B

y
: 6kt 1.54 = GO

40

30€20 B

×
5 10

Find Ico

GX = SO → 11=5

1. 54=30 → Y = 20

A = 5
,
20

Find IC ,

6/1 = 18 → x =3

24 = 42 → 4=21

B = (3,21 )

b) Suppose Pu
,
rises to $2 → New Pu

,
= 2

New Budget line = Get 24=60

Suppose the student spend 30% of income on dinning hall meal

30% X 60 = 18

GX = 18 → X =3

C) When the price changes , the student can consume one more Cup of O' soup .
As it's obviously shows that the quantity of Y doesn't decrease when price increases .

It's not based on substitution effects which means the income effect takes part in this case .

U
l

d) When price of Y increase , the consumption of Y increase z .

B

i. it is giffen goods .
1. S •
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3
.

If the consumers do not by less of a good when their incomes rise ,

the good in the question must be a normal good .
For a normal good , the income and

Substitution effects both imply that the consumer will buy less if the price rises.


